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TECHNICAL MEMO

Title: Construction Cost Escalation from 2005 to 2008 Dollars
From: William L. Garfield

Bechtel SAIC
To: Mike West

Potomac-Hudson Engineering

Date Created: 03/27/2008

Purpose and Scope

The purpose of this Technical Memo is to provide an escalation of the construction cost estimate for the
Mina and Caliente Corridors from 2005 dollars to 2008 dollars.

The estimated cost of the Caliente Corridor and the estlmated cost of the Mina Corridor are provided in
the following documents:

» Comparative Cost Estimates Mina Rail Corridor Summary Report Rev. 01 July 23, 2007. NRP
(DIRS 182778)

> Compérative Cost Estimates Caliente Rail Corridor Summary Report, Rev. 00 July 3, 2007. NRP
(DIRS 182777)

The above reports provide cost estimates for the respective corridor in 2005 dollars. This technical memo
provides escalation factors that present corridor costs in 2008 dollars.

Development of Escalation Indices

The escalation is based on Global Insight’s 3rd Quarter 2007 Forecast. This forecast contains numerous
indices covering a broad range of industry segments, commodity groups, and labor categories. To support
the escalation of the Nevada Infrastructure Project, three indices were selected to reflect the anticipated
cost increase as follows:

CCIHY &ST - Highway Construction Cost Index (1997=1.000). This index reflects the costs of linear
projects that involve earthworks, bridge and drainage structures. For the purpose of the Nevada Rail
Line, this index was applied to costs associated with earthworks, bridges, drainage structures, signaling,
communications, and ROW / land acquisition.

CCI13NS - ENR Construction Cost Index (1913=1.000). This index reflects costs associated with the
facilities portion of the rail line. For the purpose of the Nevada Rail Line, this index was applied to cost
associated with facilities including the interchange yard, REMY, and maintenance of way facilities.

ECIPCPARNS - Compensation, Professional and Related. This index is an employment cost index that
reflects cost escalation associated project management and professional staff. For the purpose of the
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Nevada Rail Line, this index was applied to costs associated with project management, engineering, and
technical support staff.

Summary of Cost Escalation:

Using the cost escalation indices described above, the escalation rate for each cost element is derived by
dividing the 2008 index value by the 2005 index value yielding the results shown in the following table:

Escalation = 100 * [1-(2008index / 2005index)]

Index Name CCIHY&ST CCII3NS ECIPCPARNS
Index Value (2005) 1.179 74.46 99.08

Index Value (2008) 1.392 81.15 109.76
Escalation Factor (%) 18.1% 9.0% 10.78%

Application of Indices to Caliente Corridor Cost:

The escalated rate for the Caliente Corridor is derived by applying the escalation rate to the proportionate
cost from each of the three cost categories as shown in the following table:

Percent of
Cost Category Total Cost 2005 Dollars Escalation Rate 2008 Dollars
Professional and Management Staff 9.40% . 206,202,000 10.78% 228,430,576
Linear Construction Cost 86.50% 1,896,798,000 18.10% 2,240,118,438
Facilities Construction Cost 4.10% 89,849,000 9.00% 97,935,410
Total Cost 100.00% $ 2,192,849,000 17.04% $  2,566,484,424

The 17.04% escalation rate shown above is a composite escalation rate derived from the three cost
escalation components.

Application of Indices to Mina Corridor Cost:

The escalated rate for the Mina Corridor is derived by applying the escalation rate to the proportionate
cost from each of the three cost categories as shown in the following table:

Percent of
Cost Category Total Cost 2005 Dollars Escalation Rate 2008 Dollars
Professional and Management Staff 9.06% 157,421,000 10.78% 174,390,984
Linear Construction Cost ‘ 86.33% 1,500,626,000 18.10% 1,772,239,306
Facilities Construction Cost 4.61% 80,063,000 9.00% 87,268,670
Total Cost 100.00% $ 1,738,110,000 17.02% $ 2,033,898,960°

The 17.02% escalation rate shown above is a composite escalation rate derived from the three cost
escalation components. ’

Summary:

This Technical Memo provides an escalation of the construction cost estimate for the Mina and Caliente
Corridors from 2005 dollars to 2008 dollars. The cost escalation is calculated based on a composite
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escalation derived from three indices. These indices reflect anticipated escalations in the cost of linear
construction projects, construction of fixed facilities, and professional services.

Based on the analysis presented in this memo, it is recommended that the 2005 dollar cost for the Caliente

Corridor be escalated by 17.04% to $2.57 billion in 2008 dollars. Likewise, the 2005 dollar cost for the
Mina Corridor should be escalated by 17.02% to $2.03 billion in 2008 dolars.
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